ABSTRACT
INTRODUCTION
The Leading Capital Structure Theories he relevance of capital structure decisions on firm valuation has been debated since the pioneering work of Modigliani and Miller (1958) where they proposed the capital structure irrelevance theory. Subsequent empirical research has proposed a number of theories that attempt to explain the financing behaviour of corporations. These include the trade-off theory, the pecking order theory, the agency cost theory, and the information asymmetry theories (the signalling and market timing theories).
According to Myers (1984) , the two leading conditional theories of capital structure are the trade-off and pecking order theories and this is reflected in the volume of research work done across the globe to compare the two theories. The results of these empirical tests have been mixed, with some results supporting the trade-off while rejecting the pecking order theory and vice versa. Some results confirm that that the two theories are non-mutually exclusive. For example, the empirical work done by Frank and Goyal (2003) ; Myers (1984) ; Shyam-Sunder and Myers (1999) and Tong and Green (2005) confirms the pecking order hypothesis as a good descriptor of corporate financing behaviour, but empirical tests done by Chang and Dasgupta (2009) ; Frank and Goyal (2009) and Leary firms rely on bank loans to meet their debt financing requirements. The findings of Gwatidzo and Ojah (2009) confirm that Sub-Saharan African firms use more short-term loans to finance their internal funds deficits. Unlike bonds, bank loans can be redeemed or restructured at a minimal cost and this can affect the firm's speed of adjustment towards the target leverage ratio. Furthermore, the structure of the South African corporate and dividends tax regime is different from that of the US and European countries. Lastly, South African firms are relatively smaller than the US and European firms used in most capital structure research work. For example, the mean firm size of the sample used in this study is 14.21 compared to 23.09 for the US sample used by Elsas and Florysiak (2011a) . These institutional differences, which contrast those of developed countries, make South African firms unique and warrant separate studies of their financing patterns.
There are a very limited number of South African studies that have attempted to specifically test for the validity of these two theories and further estimate the target speed of adjustment. The main studies are those of De Vries and Erasmus (2012), Lemma and Negash (2011) , Mans and Erasmus (2011) , Negash (2001) and Ramjee and Gwatidzo (2012) . These studies have a number of limitations and weaknesses. Firstly, all the studies except the Ramjee and Gwatidzo (2012) study which makes use of the system generalised method of moments (GMM), have shunned the use of modern, efficient and less biased panel data estimators such as the system GMM, the Arellano and Bond (1991) estimator, the Blundell and Bond (1998) estimator, random effects Tobit estimator, random effects and fixed effects estimators. Secondly, all the studies except that of Ramjee and Gwatidzo (2012) provide no estimate of the target speed of adjustment which has become an important test of the dynamic trade-off theory. Thirdly, the dependent and explanatory variables used are inconsistent with those used in modern capital structure research. Fourthly, the Ramjee and Gwatidzo (2012) study ignores the other version of the partial adjustment model. Lastly all the tests pool together non-financial firms across industries thus ignoring industry heterogeneity especially in estimating the speed of target adjustment.
This study, by focussing only on manufacturing, mining and retail firms listed on the JSE, addresses these shortcomings. The main contributions of the study, given the uniqueness of South African JSE-listed firms, are as follows. Firstly, it provides evidence on the determinants of dynamic capital structure of JSE-listed manufacturing, mining and retail firms. Secondly, the study provides evidence that the trade-off and pecking order theories are complimentary in explaining the financing behaviour of South African JSE-listed firms. Thirdly, the results of the study indicate that South African JSE-listed firms have a higher speed of adjustment than their counterparts from the developed countries. Fourthly, the results of the study confirm that the test results on the validity of the pecking order and trade-off theories are affected by the version of the partial adjustment model, the dependent variable and the estimator used. These factors also affect the results of the speed of target adjustment.
The remainder of the paper is structured as follows: the literature on the trade-off and pecking order theories and the speed of target adjustment is reviewed. This is followed by the research methodology, hypothesis, data and descriptive statistics followed by the results of the study. Lastly, conclusions are drawn and recommendations are made on the basis of the results of the study.
LITERATURE REVIEW The Trade-off and Pecking Order Theories
The trade-off theory is a direct consequence of an extension of the work done by Modigliani and Miller (1963) , as well as the work of traditional theorists. Kraus and Litzenberger (1973) formalised these ideas into the trade-off theory. According to the static trade-off theory, firms have an optimal debt-to-equity ratio. This ratio is reached when the marginal value of tax shields on additional debt is just offset by the increase in the present value of possible financial distress costs Miller, 1963 and Myers, 2001 ). At optimal leverage, firm value is maximized and whilst the weighted average cost of capital (WACC) is minimized. The main benefit of debt, according to the trade-off theory, is the interest tax shield while the main cost is the increased risk of financial distress.
The pecking order theory was first proposed by Myers (1984) and further developed by Myers and Majluf (1984) . The theory rejects the idea of target leverage, (Hovakimian, Opler & Titman, 2002) . Myers and Majluf (1984) base their theory on the existence of asymmetric information. This information asymmetry in turn creates a preference ranking on how firms raise additional funds to cover their internal funds deficits (Leary & Roberts, 2010) . According to the pecking order theory, the main driver of leverage is the firm's internal funds deficit which is a function of the firm's capital expenditure, changes in working capital, dividends paid, current portion of long-term debt and cash flow from operations, (Shyam-Sunder & Myers, 1999) . The size of the deficit determines the firm's external funds requirements and is a direct measure of the firm's financial slack. The theory asserts that firms place a premium value on creating, maintaining and maximising their financial flexibility which is viewed as a "real option" to the firm (Shivdasani & Zenner, 2005) . Thus profitable firms have smaller or zero internal funds deficits and hence will have lower leverage ratios. The internal funds deficit is financed in a pecking order, with low risk debt being the first choice, then hybrid instruments and lastly equity (Tong & Green, 2005 Tong and Green (2005) , the optimal debt ratio is a function of the firm-specific characteristics which include asset tangibility, size, capital expenditure, financial distress costs, profitability, growth rate, non-debt tax shields, dividends paid, and earnings volatility. Empirical tests on trade-off and pecking order theories make use of these firm-specific factors to test the validity of each theory. These factors are also used in the estimation of the firm's target speed of adjustment.
The Determinants of Capital Structure
Firm Size, Asset Tangibility, Growth Rate, Profitability, Non-debt Tax Shields and Dividends Paid According to Barclay and Smith (2005) , profitable firms tend to be large and mature with higher stocks of tangibles, and they have limited growth options and hence have lower capital expenditures. The firm's size has a direct impact on its stock of tangibles, growth options and growth rate, profitability and cash flow generation, and its credit rating (Talberg, Winge, Frydenberg & Westgaard, 2008) . The stock of the firm's tangible assets is a direct measure of the collateral that the firm can offer to bondholders (Leland, 1994) . Firms with higher stocks of tangibles offer lenders increased security, which in turn increases the firms' debt capacities and lowers their costs of debt (Giambona, Mello & Riddiough, 2009 ). These features of large firms combine to give them a higher credit rating, and this makes borrowing attractive to them. On the other hand, the low growth options reduce the firm's non-debt tax shields, which according to DeAngelo and Masulis (1980) , are perfect substitutes for the interest tax shields.
The first problem that these firms face is that of higher corporate taxes which derive from their high profitability and low non-debt tax shields as they have lower capital expenditure. The trade-off theory contends that this problem can be resolved by increasing the firm's debt, which in turn increases the interest tax shield, thus lowering the corporate tax payable (Barclay & Smith, 2005) . The firm can achieve this by substituting the internal excess equity with debt which is achieved by increasing dividends paid to shareholders and share buybacks. The increased debt interest charge reduces the firm's corporate tax bill while maximising its value through the increased debt interest tax shield. The trade-off theory therefore predicts a positive correlation between leverage and the variables asset tangibility, non-debt tax shields and dividends paid. It predicts a negative correlation between leverage and the variables firm profitability, growth rate and capital expenditure.
The pecking order theory takes a different view on the role of debt in large and mature firms. According to this theory, highly profitable firms should be less leveraged than less profitable firms, as they will have more internal funds available, and this lowers their financing deficits (Shyam-Sunder & Myers, 1999). As the firms are faced with lower capital expenditures and internal funds deficits, they can return some of the free cash flows to the investors in the for dividends and/or share buybacks. The pecking order theory therefore predicts a negative correlation between leverage and the variables profitability and asset tangibility. Myers and Majluf (1984) used the inverse correlation between leverage and profitability as "the most telling evidence against the trade-off theory", (Mehrotra, Mikkelson, & Partch, 2005) . According to the pecking order theory, leverage is negatively correlated to both profitability and asset tangibility. It is positively correlated to dividends paid, capital expenditure and firm growth rate. The theory predicts no correlation with non-debt tax shields. The results of some empirical studies on the relationship between leverage and the variables asset tangibility, non-debt tax shields, growth rate size and profitability are shown in Table 1 below. 
(+) depicts a positive correlation between leverage and the factor. Blank cells indicate that the theory is either silent on the variable or there is some controversy
In all the studies, leverage is positively correlated to asset tangibility and this confirms the validity of the trade-off theory. The majority of the studies confirm a positive correlation between leverage and the variables firm size and non-debt tax shields. This relationship is consistent with the predictions of the trade-off theory. All the results except those of De Vries & Erasmus (2012) confirm a negative correlation between leverage and firm profitable and this confirms the validity of the pecking order theory. The results on growth rate are mixed with South African studies showing a positive correlation which is consistent with the predictions of the pecking order theory. Chinese and Indian studies confirm a negative correlation between leverage and firm growth rate and this validates the trade-off theory. In summary, there is evidence in support of both theories.
Financial Distress
The financial distress ratio is a direct measure of the firm's risk to default in its debt, and this ratio increases with the leverage ratio of the firm. This is one of the building blocks of the trade-off theory of corporate financing. Firms with higher leverage ratios face a higher probability of defaulting on their debt. The financial distress costs are real and they are significant. According to Altman (1984) , these costs could be in excess of 20% of the firm's value, but they generally range between 11.0% and 17.0%. These costs decrease with firm size and increase with leverage. Both the trade-off and pecking order theories predict a negative correlation between leverage and financial distress. The findings of Eldomiaty (2007:36) and Lemma and Negash (2011) confirm this correlation.
The Dynamic Trade-off Theory and the Speed of Adjustment
Hovakimian et al, (2002) concede that the static trade off theory can be replaced by the more relevant dynamic trade-off theory which contends that, even if firms have target leverage ratios; these are rarely static. As the cost of deviating from the target is very small (about 0.5% of firm value), the observed leverage ratios fluctuate around the target within an acceptable range. If the ratios deviate from the target, they are brought back through the manipulation of financing means (Leland, 1994) . This is a more realistic model than the traditional trade-off theory. Firm conditions change over time, and the debt ratios behave in a similar way. Firms would therefore have a dynamic target range debt ratio as opposed to a static ratio. Is this adjustment towards the target capital structure frictionless, and how frequently does it occur? At what speed do firms adjust their ratios towards the target?
If the adjustment process were frictionless, then firms would not deviate from their chosen targets a they will immediately correct any deviations. Capital markets are imperfect and firms do systematically deviate from their targets as they face firm-specific adjustment costs in the form of information asymmetries, transaction costs and opportunity costs of deviating from target leverage (Elsas and Florysiak, 2011a) . The empirical work of Leary and Roberts (2005) points to the presence of these adjustment costs, and they argue that regardless of these adjustments costs, firms still actively rebalance their capital structures. On the contrary, Flannery and Rangan (2006) argued that due to the presence of adjustments costs, firms will partially and infrequently adjust their capital structures towards the target capital structure. Leary and Roberts (2005) contend that in cases where the deviation from the target is small, it may be unprofitable to adjust the capital structure, and such deviations are therefore allowed to persist. This implies that the size of adjustment costs and the target deviation spread influence the speed of adjustment towards the target capital structure.
Further empirical work by Hovakimian and Li (2011) and Huang and Ritter (2009) confirm the relevance and validity of this partial adjustment model in estimating the speed of adjustment towards target leverage. The existence of the speed of adjustment presents further evidence that firms do have target capital structures which they want to maintain and supports the dynamic trade-off hypothesis. The models however do not tell us whether such a target is the theoretical optimal as advocated by the trade-off theory. The value and importance of this target is also questionable, as Hovakimian and Li (2011) established that it takes an average of ten years for a firm to fully adjust to its target ratio. This casts doubt on whether firms do prioritise maintaining a target capital structure. Table 2 .0 below shows the speed of adjustment results from selected empirical studies. The results from these studies indicate that the speed is affected by country of origin, regression method used and the dependent variable used. Legend: QMLE= quasi -maximum likelihood estimation; OLS= Ordinary least squares; GMM = generalised method of moment and DPF = the dynamic panel data with a fractional dependent variables estimator (it is equivalent to the random effects Tobit estimator).
HYPOTHESIS, METHODOLOGY, DATA AND DESCRIPTIVE STATISTICS
The hypotheses for the correlations are derived from the preceding literature review section and are contained in Table 3 below. 2 Capital expenditure (CAPEX) + H 3 Asset tangibility (ASSET) + H 4 Non-debt tax shields (NDTS) No prediction H 5 Growth rate (MTB) + H 6 Financial distress (FDIST) H 7 Profitability (ROE) + +: means positive correlation between leverage and the variable : means negative correlation between leverage and the variable.
H 8 : Speed of Adjustment towards Target Leverage
Firms have leverage targets that they adjust to at a slow speed; the speed of target adjustment is reduced by market frictions resulting from information asymmetries, transaction and adjustment costs. This speed varies between economic sectors
Methodology

The Leverage and Partial Adjustment Model Specification
The target adjustment tests are discriminatory tests that determine whether firms follow the pecking order theory or the trade-off theory. The speed of adjustment is the telling factor between the two theories. If the speed of adjustment is zero, then firms have no leverage targets and therefore do not follow the trade-off theory. A speed of adjustment greater than zero implies that firms have leverage targets that they adjust towards and this supports the dynamic trade-off theory (Leary & Roberts, 2005) . In a perfect market, firms would always maintain their target or optimal ratio, but in the imperfect market, firms will only partially adjust, as they face information asymmetries, transaction costs and adjustment costs. The partial adjustment model is used to determine both the correlation between leverage and the firm's variables and to estimate the firm's speed of adjustment towards its predetermined target leverage. According to Flannery and Rangan (2006) and Hovakimian and Li (2011) , the target leverage of firm (i) at time t+1 is determined by a vector of firm-specific variables,
, that are related to the costs and benefits of financing security issuance. The firm's target leverage ( ) is thus defined as:
This ratio varies across firms and industries, reflecting the heterogeneity in firm-specific variables, which are contained in Table 1 above. The target leverage ratio is best described as dynamic rather than static. The predicted target ratio can then be defined as:
This assumes a perfect capital market, which implies that firms will always adjust frequently and fully towards their target ratios. But in practice, firms face information asymmetries, transaction costs and adjustment costs; they will therefore infrequently and partially adjust their capital structures towards their leverage ratios. For the trade-off hypothesis to hold, .
The leverage partial adjustment model is derived from the classical partial adjustment model and it is formalised as follows ( Where is the speed of target adjustment. The speed of adjustment can be estimated by using the two-step method of first estimating the target leverage using equation 1 and substituting the results into equations 3, and then using a suitable estimator to get the speed of adjustment. The alternative method is to reduce the two-step process to a onestep process by substituting equation 2 into equations 3 to yield the reduced-form leverage partial adjustment model:
Where is the time-invariant unobserved variable (firm fixed effect) and is the error.
The other version of the one-step partial adjustment model used by Drobetz and Wanzenried (2006) is specified as:
In theory, these models should all be equivalent, as they are all dynamic models, and they should yield the same results. This research project aimed to test for this equivalence in the models. The one-step dynamic partial adjustment models are specified as:
This research used all the four models to test for the correlation of the dependent variables with the both BDR and MDR and to estimate the firm's speed of target adjustment.
Testing Methodology
Models 1 and 3 were the primary models and they were all estimated using the following estimators: GLS random effects; ML random effects; fixed effects; Time series; Arellano and Bond (1991); Blundell and Bond (1998) and the Random effects Tobit. Models 2 and 4 were supplementary model which the study used to test for the consistency of models 1 and 3 and they were estimated using only the Arellano and Bond (1991) and the Blundell and Bond (1998) estimators. According to Elsas and Florysiak (2011b) , most of the estimators used in capital structure research are severely biased, because they ignore the fractional nature of the dependent variable. This research used the random effects Tobit estimator as the least biased estimator of the speed of adjustment. It is equivalent to the dynamic panel with a fractional dependent variable dynamic panel with a fractional dependent variable (DPF) estimator proposed by Elsas and Florysiak (2011b) . The random effects Tobit estimator uses the single-step model and it censors debt ratios between 0 and 1. The fractional nature of the debt ratios makes the random effects Tobit models a more suitable estimator of the speed of adjustment for both samples. This censored model was specified as:
The time series estimator (the Prais-Winsten regression) was included to enable the determination of the panel's Durbin-Watson's statistic. The Stata 12 statistical package was used to test all the above models. This is a more suitable package as it can accommodate all the estimators and it has special options to deal with some statistical errors such as heteroskedasticity. The Gauss-Hermite quadrature integration option was used for the random effects Tobit estimator. The variance inflation factors (VIFs) were used to detect both multicollinearity and collinearity. Variables with VIFs greater than ten were identified through a test run and then eliminated from the models. The validity of the instruments was tested using the Sargan test with a null hypothesis that the over identifying restrictions are valid. The test indicates whether these instruments are independent of the residuals.
Data
All the financial data used in the research were drawn from the McGregor BFA database's standardized financial statements. The foreign-currency denominated financial statements variables used in this research were translated into the Rand using the appropriate exchange rate. The sample consisted of 42 manufacturing, 24 mining and 21 retail firms with complete data for four or more consecutive years during 2000 to 2010. This research relies on ridge regression procedure to identify outliers and other influential data points.
Descriptive Statistics
The summary statistics of the full sample are presented in Table 4 below. The mean BDR ratio is 0.16 with a standard deviation of 0.229 while the mean MDR ratio is 0.14 with a lower standard deviation of 0.198. These ratios are lower than Compustat firm's leverage ratios of 0.2783 (MDR) and 0.2485 (BDR) (Flannery & Rangan, 2006 ) and 0.2682 (MDR) and 0.2453 (BDR) (Elsas & Florysiak, 2011b) . Actual dividends paid which represents dividends paid during the year has a mean of R676,357.3m. Capital expenditure which is defined as the sum of the firm's capital expenditures on fixed assets, new investments and net investments in subsidiaries has a mean of R1,934,108m. Asset tangibility which is defined as fixed assets scaled up by total assets has a mean of 0.303. The sample average for the non-debt tax shields which are defined as the total depreciation charge scaled up by total assets is 0.081. Firm growth rate is defined as the market-to-book ratio and this has a mean of 1.62. The average for the financial distress ratio is 0.90. The proxy for financial distress is the De la Rey (1981) financial distress model ratio. Profitability which is approximated by profit after taxation scaled up by total owner's equity has a mean of -1.80 with a very high standard deviation of 1,614.89.
Table 4: Sample Summary Statistics
The sample consists of 42 manufacturing, 24 mining and 21 retail firms with complete data for four or more consecutive years during 2000 to 2010. The total observations for the period are 954. Extreme outlier observations in all explanatory variables were indentified through ridge regression and removed from the sample. The ridge procedure was not done for the depended variables, bdr, mdr and change in debt issued.
Actual dividends paid (div_t) (R'm)
: the actual ordinary dividends and preference dividends paid during the year Capital expenditure (capex) (R'm): the sum of the firm's capital expenditures on fixed assets, new investments and net investments in subsidiaries Asset tangibility (asset): the fixed assets scaled up by the total assets Firm size (size): the natural logarithm of total assets Non-debt tax shields (ndts): the depreciation charge scaled up by the total assets Firm growth rate (mtb): the sum of the market equity, preferred shares and the total debt less the deferred taxes; this is scaled up by the total assets Financial distress (fdist): the De la Rey (1981) financial distress model ratio Firm profitability (roe): the profit after taxation scaled up by total owner's equity Book-to-debt ratio (bdr): the total debt scaled up by the total assets Market-to-debt ratio (mdr): the total debt scaled up by the sum of the total debt and the firm market capitalisation 
RESULTS
The empirical findings of the tests for the validity of both the trade-off and pecking order theories and the target adjustment speed are discussed below. The results of the full sample are discussed first, followed by manufacturing, mining and lastly retail firms. The results relate to the regression models 1, 2, 3 and 4.
Correlation Results: Models 1, 2, 3 and 4
The correlation test results of models 1, 2, 3 and 4 are contained in Tables 5 and 6 40 and Prob>Chi2 is 0.0000 for MDR. This statistic soundly rejects the null hypothesis that the GLS random effects estimator is consistent (p < 0:05) and confirms the fixed effects model as a more consistent estimator in both cases. The results of the GLS random effects model were excluded in the determination of the ultimate correlation of each variable. The Sargan test confirms the validity of the over identifying restrictions implying that all the instrumental variables are valid for the Arellano and Bond (1991) and Blundell and Bond (1998) models. In cases where the estimators give coefficients with different directions, the ultimate correlation is determined by the direction of the majority of the coefficients.
Actual Dividends Paid
The results for the models 1 and 3 confirm a positive correlation between leverage and dividends paid while the results of models 2 and 4 confirm a negative correlation. The results of model 3 are mixed, with the time series, Arellano and Bond (1991), Blundell and Bond (1998) 
Asset Tangibility
All the results of models 1, 3 and 4 confirm a negative correlation between leverage and asset tangibility. The results of model 2 show a positive correlation. Asset tangibility is negatively correlated to both the BDR and the MDR. This correlation confirms the pecking order hypothesis while rejecting the trade-off hypothesis. Hypothesis 3 of the trade-off theory is therefore rejected and hypothesis 3 of the pecking order theory is accepted. This finding is consistent with the pecking order argument that firms with poor-quality assets voluntarily opt for higher leverage so as to reduce the agency costs resulting from managers consuming perquisites ( 
Non-Debt Tax Shields
The results of all estimators in all models confirm a negative correlation between leverage and non-debt tax shields. Non-debt tax shields are negatively correlated to both the BDR and the MDR, and they are significant predictors of the BDR. These results confirm the trade-off hypothesis. The firms' leverages decrease with an increase in their non-debt tax shields. According to De Angelo and Masulis (1980), non-debt tax shields are perfect substitutes for debt interest tax shields. Thus firms with higher non-debt tax shields would have less of an appetite for debt, as the benefit of debt finance would already be captured by the nondebt tax shields.
Firm Growth Rate
All estimators in models 1 and 2 show a positive correlation between leverage and firm growth rate. The coefficients of most estimators are significant. The results of models 2 and 4 confirm a weak negative correlation with model 4 results being significant. Firm growth rate is positively correlated to leverage and it is a significant predictor of both BDR and MDR. These results reject the trade-off hypothesis while confirming the pecking order hypothesis. Hypothesis 5 of the trade-off theory is thus rejected while hypothesis 5 of the pecking order theory is accepted. Chang and Dasgupta (2009); De Vries and Erasmus (2012) and Ramjee and Gwatidzo (2012) found similar results which supports the pecking order theory. The results show that the firms' leverages are directly proportional to their growth rates. The implication is that firms finance their growth options via debt, as opposed to equity, and this financing behaviour is consistent with the pecking order theory of corporate financing.
Financial Distress
In model 1, all the estimators except the Arellano and Bond (1991) and the Blundell and Bond (1998) estimators confirm a negative correlation between financial distress and leverage. This negative correlation is also confirmed by all the results of models 2, 3 and 4 with most of the coefficients being significant making financial distress a strong predictor of both the BDR and the MDR. These results confirm the validity of both theories, and hypothesis 6 is thus accepted. Leverage decreases with an increase in financial distress. Distressed firms find it difficult to attract debt finance, as investors are unwilling to extend more credit, due to the increased default risk (Gilson, 1997) . This decreases the firm's debt capacity while increasing the cost of borrowing. Distressed firms therefore rely more on equity financing, and hence the inverse relationship between financial distress and leverage.
Firm Profitability
All the results of models 1 and 3 show a positive correlation between leverage firm profitability. The results of models 2 and 4 confirm a negative correlation. Profitability is positively correlated to firm leverage. It is a significant predictor of the MDR. These results are consistent with the trade-off theory hypothesis 7. The results reject hypothesis 8 of the pecking order theory. According to the trade-off theory, profitable firms face increased tax payable and they can reduce this through the use of debt interest tax shields or non-debt tax shields (Shivdasani & Zenner, 2005) . In the absence of non-debt tax shields, firms use interest tax shields, as the two are perfect substitutes (De Angelo & Masulis, 1980) . De Vries and Erasmus (2012) found similar results.
In summary, the results show that non-debt tax shields, firm growth rate and financial distress are significant determinants of BDR in manufacturing, mining and retail firms. The strong predictors of MDR in these firms are firm growth rate, financial distress and firm profitability. Consistent with the findings of Mukherjee and Mahakud (2012) , these results confirm the validity and non-mutual exclusiveness of the trade-off and pecking order theories. The correlation results indicate that both country-specific and firm specific factors play a role in the determination of corporate leverage.
In some cases, the estimators and the two dependent variables do not give similar correlations signs implying that the choice of an estimator and dependent variable may influence the factor correlation results. The version of the partial adjustment model used also affects the factor correlation results. In most cases, the results of models 1 and 2 are different and those of models 3 and 4 also differ. Thus the correlation results largely depend on the dependent variable used, the model fitted, and the choice of estimator.
Empirical Findings: Speed of Adjustment
All the estimators' lagged BDR and MDR coefficients are positive and significant at 1%, 5% and 10% for all the models. This indicates that firms have target leverages towards which they adjust over time. For models 1 and 2, the speed of adjustment varies between 38.70% (1.42 years) and 81.15% (0.42 years), with the average speed being 67.22% (0.67 years). This means that on average, 67.22% of the target deviation spread is covered in one year. On average, it takes 0.67 years for the firms to fully adjust to their desired targets, provided they maintain the same adjustment speed. The variation in speeds of adjustment is due to the bias of the estimators. In models 3 and 4, the speeds of adjustment vary between 32.49% (1.76 years) and 70.46% (0.57 years), and there is an average speed of 54.95% (0.95 years). Thus the MDR regressions yield slower speeds of adjustment compared to the BDR. The true speed of adjustment for the full sample, as predicted by the RE Tobit estimator, is 57.64% (0.81 years) for the BDR and 42.44% (1.25 years) for the MDR.
These estimates are much higher than those for US and European studies contained in Table 2 above. The higher speed of target adjustment for South African firms implies that these firms reach their capital structure targets much faster than their counterparts from developed countries and this reflects the uniqueness of the firms as well as the country's institutional factors. According to Ramjee and Gwatidzo (2012) , South African firms face lower adjustment costs than their European and US counterparts. The lower target adjustment costs reduce their target deviation spread, as they frequently adjust their capital structure. Gwatidzo and Ojah (2009) found that Sub-Saharan firms are unique in that they rely more on short-term bank loans to finance their internal funds deficits. They use less long-term loans and bonds compared to their US and European counterparts. The main advantage of bank loans as opposed to structured bonds is that they can be retired or restructured at a minimal cost. The use of short-term loans therefore further increases the firm's speed of target adjustment.
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